We build a DSGE model to study the asymmetries of FDI shocks in an economy like Colombia. Besides nominal wage and price rigidities, we use the fact that Colombia has two productive and differentiated regions, Bogota that produces more than 25% of Colombia GDP (DANE, 2016) and the rest of the country, Ricardian and non-Ricardian agents, habit formation, capital adjustment costs, and modeled an entire foreign sector. Empirical results show that even when in the long run results are not very different in terms of real output, the short run effects are asymmetric implying that a shock to FDI in the rest of the country might cause important microeconomic adjustments that could improve the distribution of income throughout the country.
created in parallel to the Pacific Alliance. But the fall in oil prices in 2014 affected the Colombian economy and, since then, fiscal authorities and Banco de la Republica, the central bank of Colombia, have been trying to reduce its impact on the overall economic activity. The amount of foreign investment that was expected to come to the country has decreased since most of FDI were targeted to oil and other mining activities. However, more recently, Colombia has been making progress towards important institutional changes, for instance the peace agreement placed into effect in 2016, that could increase foreign direct investment in the next years.
In this direction, this paper aims to investigate whether or not there are asymmetric effects within the regions and the overall effects on aggregate economic activity in Colombia. To accomplish this task, we have constructed a dynamic stochastic general equilibrium (DSGE) model different in several aspects from the ones from Rincon-Castro et al. (2014) and Gonzalez et al. (2011) . Particularly, our model allows us to study the microeconomic impacts among two regions of Colombia: Bogota and the rest of the country. Given the fact that Bogota produces approximately 25% of Colombian GDP (DANE, 2016), we believe that FDI investment may cause effects on each region that may not by symmetrical at all.
Results indicate that depending of the FDI receiving region of the country, FDI might have asymmetric results on overall economic activity. If FDI is spread out uniformly within the country, we will observe only small changes in the short run, but then capital, labor, inputs, and final good markets will adjust, and the economy will return to its steady state by the end of the simulation period. Next, if a positive FDI shock occurs in Bogota, the economy contracts in the short run, slowly recovers, and finally reaches a steady higher level of real output. Nevertheless, if the FDI innovation occurs in the rest of the country, then the economy experiences a boom in the short run, and then slowly contracts until it reaches its steady state. We show that FDI directed to the rest of the country might induce important microeconomic adjustments in the input and goods markets.
Finally, this paper is organized as follows. The next section presents a review of the literature on DSGE models for Colombia and their main findings. Section three presents the model. Section four discusses the calibration and how the model reproduces the main characteristics of the Colombian economy. Next, empirical results are presented and discussed in section five. And, finally, section six concludes.
Literature Review
Despite the criticism that argues that DSGE models use wrong micro foundations (ignore elements from behavioral economics), the lack of criteria for the selection of moments to evaluate the model and the lack of a well defined statistic to measure the goodness of fit (Stiglitz, 2017) , DSGE models have been widely used in the literature by several central banks or economic authorities to evaluate the impacts induced by changes in economic policies, namely fiscal, monetary, financial regulations, and so on, on real economic activity. In Colombia, although the literature is still scarce, there are several important contributions using this methodology that have been produced during the last years.
Before turning the attention to the literature of DSGE Models, it is important to mention the paper of Gomez-Gonzalez et al. (2012) who pointed out that the relationship between capital flows and financial stability in Colombia is not strong. They, using a VAR approach, show that capital flows did not cause the increase in either the domestic credit or the overall economic activity in Colombia during the period 1995 and 2011; however, they found an indirect relationship between these two variables that works through the ratio of loans to GDP.
The Colombian central bank, Banco de la Republica, as many other central banks throughout the world, has been using the model Policy Analysis Tool Applied to Colombian Needs, also known as the PATACON model (Gonzalez et al., 2013) to perform policy analysis and determine the economic implications before making any monetary policy decision. Lopez (2014) extend the model of Bernanke and Gertler (1999) to a small open economy to compare whether their results hold in a small open economy like Colombia. Contrary to the closed case, the model assumes financial market imperfections and a floating exchange rate regime. Results suggest that in the presence of capital inflows and if the central bank does not react to the increase in asset prices but to inflation, then output fluctuations are greater than in the closed economy. Their explanation is that capital inflows causes an appreciation of domestic currency that causes a higher response of market asset prices that induce an increase in investment.
The model of Lopez (2016) examines the effects of fiscal policy in a small open economy considering the balance sheet effects on investment. Lopez finds that when government spending increases, interest rate rises and, as a result, the price of capital falls. This causes also a fall in the net worth of entrepreneurs negatively affecting ijef.ccsenet.org International Journal of Economics and Finance Vol. 11, No. 8; 2019 investment. So, the potency of fiscal policy is reduced. In the same way, Rincon-Castro et al. (2014) evaluate the impacts that several fiscal shocks have on the main macroeconomic variables and analyze how fiscal and monetary policy interact with one another. They find that in the presence of an increase in government spending, the output effects depend on whether fiscal policy is temporary or permanent. This also causes different monetary policy reactions. Gonzalez et al. (2013) show that a structural fiscal rule delivers a better outcome in terms of macroeconomic volatility relative to a balanced budget rule or a countercyclical fiscal rule. They use a DSGE model with Non Ricardian agents, price and wage ridigities and the fact that the government finances, at least partly, government spending with public debt. Our model is different in that there are pensioned and non-pensioned Non-Ricardian households and that we use two different regions within the country believing that FDI shocks may propagate differently among them. Our model uses nominal price and wage rigidities as suggested by Bonaldi, Gonzalez, and Rodriguez (2010) .
Several other models have been built to address other economic phenomena such as productivity and monetary shocks as the the model of Díaz (2012) , the relationship between employment and real output as in Gonzalez et al. (2011) or the interaction between real and financial variables as in Valencia, Osorio, and Garay (2016) . Díaz (2012) , assuming Colombia is a small closed economy, considers nominal and wage rigidities and Ricardian and non-Ricardian agents who offer two different types of labor to study the effects of productivity and monetary shocks. Results are in accord with the ones found in the literature.
The model from Gonzalez et al. (2011) show that although in some countries, i.e. U.S.A., the relationship between employment and real output tends to be stable in the long run, empirical evidence for Colombia suggest that positive changes in output may not be followed by the level of employment. They found that fluctuations induced by technology innovations, and that increase multifactor productivity, do not get transmitted with enough force to aggregate demand and as a result produce less incentives for employment to increase. This happens, they argued, because the higher demand can be supplied by the increase in productivity. On the contrary, non-technology innovations create aggregate demand increases that, in absence of technological improvements, cause an increase in employment due to the need to fulfill the higher aggregate demand.
Finally, Valencia, Osorio, and Garay (2016) in a closed economy set up, that considers not only nominal price and wage ridigities but also financial frictions, investigates the relationship between real and financial variables before productivity, monetary and financial shocks. Results show that monetary shocks induce output contractions; productivity shocks rise the cost of external financing, and, finally, financial shocks (defaults for instance) lead to output contractions. These results imply that the greater the fragility of the financial system, the wider the swings of economic activity.
These models share common elements. Some of them are addressed to the analysis of the impacts of capital inflows, others consider the effects of fiscal policy on the economy and how monetary react to it, and others study diverse phenomena, different from what study. In our model we consider, first, spatial differentiation of firms by considering two regions: Bogota and the rest of the country. Second, the production function of intermediate firms considers not only labor and capital but also foreign direct investment. Third, there are adjustment cost to capital and three types of households: Ricardian with habit formation, non-Ricardian non-Pensioned, and non-Ricardian pensioned. And, finally, we model the foreign sector considering foreign households, firms and authorities. By doing so, this will allow us to study not only employment, wages, and resource allocations but also how output might change along time at the aggregate level and in both regions.
The Model
We assume that Colombia is a small open economy that takes world prices as given, has a flexible exchange rate regime, and participates in the world financial market (medium capital mobility).
In this paper, we follow very closely the model from Costa Junior, Garcia-Cintado, and Vaz Sampaio (2016) Vol. 11, No. 8; 2019 and Ricardian agents with habit formation, but the former is also divided into two groups: those who work, pay for social security and pensions, and may be eligible to receive net transfers from the government, and those who only receive net transfers and pensions from the government.
Households
There are two types of households: Non-Ricardian and Ricardian. Both consume only the domestic good, which means that there are no imported final goods. All imports are of capital or intermediate goods. The fraction of Ricardian household consumption in aggregate consumption is given by and, thus, aggregate consumption equals
Non-Ricardian households can be divided as well in two groups: Non-Pensioned and Pensioned. Aggregate consumption for Non-Ricardian agents is computed as follows:
Substituting back into the previous equation, we get:
The pensioned Non-Ricardian agents are retired, receive net transfers and pensions from the government, and consume up to the limit given by these resources as equation (1) shows:
Where is the consumption tax rate and is the price of aggregate output, . The non-pensioned Non-Ricardian agents are those who work, pay for social security, and consume up to the limit given by their current income from work and government net transfers. However, due to their liquidity constraints, they do not save. As a result, a non-pensioned Non-Ricardian agent must solve the following optimization problem. (2) subject to her budget constraint given by:
(
The first order condition gives us the following result:
Ricardian agents exhibit consumption habit and must find the optimal consumption and labor paths in order to maximize the present value of their expected utility. (5) subject to
where is the intertemporal discount factor; is the part of aggregate consumption consumed by Ricardian households; is labor; is the intertemporal consumption shock; is a labor supply shock; is the marginal disutility of labor, and is the relative risk aversion coefficient. Additionally, is investment; is the stock of government and foreign bonds maturing in one period; is the government bond interest rate; is the wage rate;
is the rate of return to capital, ; is the nominal exchange rate; is the utilization capacity of capital; and , , and are, respectively, the consumption, labor income, and capital income taxes, while is the rate of social security contribution. The term ( /2)( +1 − ) 2 represents a stationary-inducing technique suggested by Schmitt-Grohé and Uribe (2003) .
The law of motion for domestic capital is given by
while for households we have shocks to the intertemporal substitution preferences:
ijef.ccsenet.org
International Journal of Economics and Finance Vol. 11, No. 8; 2019 where ,~( 0, ).
Shock to labor supply
where ,~( 0, ).
Shock in investment productivity:
Solving the Ricardian optimization problem, we get:
,
, = , +1
(15)
Wage Setting
The household choice over the wage level entails the assumption that this agent provides differentiated labor in a monopolistically competitive framework. Labor is sold to a representative labor aggregator that combines all those different labor services , into a single input, , by means of a Dixit-Stiglitz (1977) technology:
subject to the following constraint:
The first order condition results in:
This equation represents the representative labor aggregator demand. By substituting this result into equation (17), we get the aggregate wage level:
Each period, a fraction 1 − of households, randomly selected, select their wage efficiently. The other fraction of households, , follow a sticky-wage rule , = , −1 . When making the decision on the wage level for period , the wage-efficient households recognize that they face the probability on the wage being fixed for periods in the future, regardless of whether they select the optimal wage level, , * , in the current period. Accordingly, the household needs to solve the following problem: 
where = * , +, subject to the demand for labor from the aggregator, given by equation (19) .
Solving the problem, we get the following first order conditions:
Given that a fraction 1 − of households, randomly selected, sets the same optimal wage level,
International Journal of Economics and Finance Vol. 11, No. 8; 2019 and the other fraction receives the same wage as in the previous period, the aggregate nominal wage level can be written as:
The gross wage inflation rate is then given by,
Aggregate labor can be obtained as follows:
Firms and Production

Final Goods Production
Suppose that production takes place in two different regions of the country: region 1 (Bogota, the center) and region 2 (the periphery, the rest of the country -ROC) and each region has two types of firms (final goods and intermediate goods). Let´s assume, first, that each intermediate firm sells its output to either final good firms or exports it to the rest of the world, and, second, that each final good firm (a retailer) purchases a large variety of wholesale goods from intermediate firms, puts them into a bundle (a package comprised of all goods), and sells this aggregate good (the bundle) to the country in a perfectly competitive market or exports it to the rest of the world. This means that all final good firms (the retailers) are all identical to one another; likewise, for intermediate good firms.
In order to present the problem that faces a retailer and solve it, we must, first, describe its production technology and, second, obtain the price at which it sells its output. Total output is obtained by the Dixit-Stiglitz (1977) aggregator.
where ∈ ,0,1-and > 1 is the elasticity of substitution among wholesale goods. It is worth mentioning that the price of each wholesale good is taken as given by the retailer. Now, let and , be the price of the retailer good and the price of the wholesale good, , respectively. Then, the representative firm maximization problem can be written as 
The first order condition leads us to:
This is the demand function for the wholesale good, , that increases with aggregate demand, , and is inversely related to its relative price level.
Next, the substitution of equation (29) into equation (27) yields the aggregate price level:
Intermediate (Wholesale) Goods Production
In order to determine the optimal price that intermediate firms will use to sell their products, it is necessary to split the problem into three related different problems. First, intermediate firms in each region ( = * , +) take input prices, salaries ( ) and the cost of use of capital ( ), as given and find the domestic factor demand functions under the assumption of cost minimization. Second, to determine their output rate these firms must choose between domestic and imported inputs. And third, under the assumption of profit maximization, they must determine the optimal price to sell their product. 
subject to the production function of inputs given by: Vol. 11, No. 8; 2019 , is a multifactor productivity index that follows the law of motion:
where , ,~( 0, , ).
The FDI shock to in any region Z of the country follows log , , = 
where , ,~( 0, , )
The first order conditions are given by:
, ,
The marginal cost can be determined by substituting equations (35) and (36) into equation (32) to obtain:
Production of Aggregate Domestic Inputs. In the second step, firms must decide between domestic and imported inputs. The techonology used by these firs is given by:
, −1 ,
, −1
Where is the share of domestic inputs in the production of the intermediate goods, and is the elasticity of substitution between domestic and imported inputs. This problem can be written in the following way: 
subject to equation (38) . From the first orders conditions, we obtain:
, , = (1 − , ) . , , / , , ,
with
where , , is the input produced and used by Colombia, , , is the input produced in Colombia and used by the rest of the world. As a result, marginal cost results in:
Price rigidity. The third step consists in determining the optimal price for the final good. Suppose that intermediate good firms set the price for their product following the staggered price system suggested by Calvo (1983) . This system suggests that there is a probability 0 < < 1 that firms not always select their optimal price. More precisely, these firms keep their price fixed in the next period, , , = , , −1 . By the same token, there is a probability 1-that firms will select their price optimally, , , * . Once a firm sets its price in period , there is a probability that the firm will keep the same price in period + 1. Moreover, there is also a probability 2 that the firm will continue charging the same price in + 2, 3 in + 3, and so on. A firm able to choose its optimal price must take these probabilities into account. Consequently, and in order to select its optimal price, this firm must solve the following optimization problem. 
Subject to equation (29).
The solution to this problem is given by equation (45) , , *
It is worth noting that all wholesale firms setting their prices share the same markup over the same marginal cost. Vol. 11, No. 8; 2019 This implies that in all periods , , *
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is the same for all 1 − firms adjusting their price. According to these pricing rules and equation (30), the overall price level is given by:
The Public Sector
In this economy, the public sector performs its activity by means of two separate independent authorities: the fiscal authority and the monetary authority.
Fiscal Authority
The government as fiscal authority collects taxes from households and firms, and issue bonds to finance its outlays such as current spending, , and pensions to retired agents, . Therefore, the government's budget constraint can be written as follows:
where the overall tax collection, , is given by:
and is the rate of depreciation of domestic capital.
The government has at its disposal 2 expenditure based fiscal policy tools: and , and four revenue based tools:
, , ,and . All these instruments follow the same policy rule:
where Λ and Λ are parameters capturing the importance of these fiscal policy tools relative to public debt sustainability and the importance of the debt level relative to GDP, respectively, and Λ = { , , , , , }.
Λ is a fiscal shock that impacts the economy according to:
where Λ,~( 0, Λ ).
The Central Bank and Monetary Authority
Let´s assume that the central bank follows a simple Taylor rule with a dual goal: output growth and price stability.
= .
−1 / 0. / . / 1
where and are sensitivity coefficients of the bonds interest rate to price stability and output growth, is the stabilization parameter, and is a monetary shock, which behaves by the rule shown in the next equation
The Foreign Sector
It is assumed that exports of the domestic economy are homogeneous goods before leaving the docks but are well differentiated in the world market. Goods exported to the rest of the world are: consumer goods and inputs used in the production process of the rest of the world.
Rest of the World Hourseholds
There is a continuum of families in the rest of the world indexed by in ,0,1-. This representative family maximizes its intertemporal utility by choosing consumption: 
The result of the previous problem is,
, , =
where , are exports from Colombia to the rest of the world with a price ; , , , is the consumer good produced in the rest of the world with a price , is the share of this exported good in the rest of the world's consumption basket, is the elasticity of substitution between the consumer goods of Colombia and the rest of the world, and is the share of household consumption ( , , ) in the GDP ( ) of the rest of the world.
Production of Intermediate Foreign Goods
In the production process of the rest of the world, imported inputs of the domestic economy and produced internally are used:
subject to
where , is the input produced and used by the rest of the world, is the share of the input produced by Colombia in the production of the rest of the world, and is the elasticity of substitution of the inputs produced by Colombia and the rest of the world in the production of the rest of the world.
The first order conditions for the previous problem,
The equation that shows the equilibrium condition for the balance of payments is next:
where dividends represent a share of firms' profits,
The laws of motion for the foreign interest rates, the import price level and foreign GDP are shown in equations (56) to (57):
Closing the Model
To close the model, we use the good market equilibrium condition given by: = + + + (66)
Analysis of Results
Data
We then proceed to estimate the model using annual data spanning from 2002 to 2015. We use 14 model variables as observable which they are described in table 1. So, to prepare the data for the model estimation, we detrented non-stationary series using the first log-difference. We have chosen this set of observables due to data availability and their relevance to our research purposes. Furthermore, a large set of observables increases the problem of identification.
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Calibrated Parameters, Prior and Posterior
In this section we pursue a two-tier approach: the parameters not directly related to the questions we endeavor to answer throughout this article are calibrated, while those relevant parameters for the analysis of the shock propagation are estimated using the Bayesian methodology. The main calibration procedure employed here is to pick up the values of parameters from other relevant articles in the DSGE model literature. Table 2 summarizes the calibration of the parameters. Given the prior distributions of the parameters, we estimate the posterior distributions using a Markov chain process via the Metropolis-Hastings algorithm with 1.000.000 iterations, a scale value 0.3 for the jumping distribution, and 2 parallel chains for Metropolis-Hastings algorithm (Note 1). Results of the Bayesian estimation are shown in table 3 and figure 1. These graphs are especially relevant in that they present key results, but they can also serve as tools to detect problems or build additional confidence on oneself results. First, the prior and the posterior distribution should not be excessively different from one another. Second, the posterior distributions should be close to normal, or at least not display a shape that is clearly non-normal. And, third, the green mode should not be too far away from the mode of the posterior distribution. Overall, it is worth pointing out that the estimates proved to be quite satisfactory.
Results
Here, we present the results of an increase in foreign direct investment (FDI) from three different experiments: i) the increase in FDI spreads evenly on the Colombian economy (Black line); ii) the increase of FDI that only affects the region of Bogota (red line); and iii) the increase of FDI that affects only the rest of the country (ROC, blue line). In order to carry out the analysis, we assumed a 10% increase in FDI for the impulse-response functions (IRFs) and shocks decomposition.
FDI in Colombia
According to the IRFs shown in figures 2, 3, and 4, a 10% increase in FDI throughout Colombia causes an increase on the capital stocks of Bogota and the ROC but reduces employment at both regions with a higher effect in Bogota.These effects of course reduce real output, which eventually induces a fall in investment. Inflation falls and, as a result, real balances increase and the Banco de la Republica reacts reducing the money supply to keep the domestic real interest constant. Government spending falls and reduces public debt. After two years, the government reduces consumption, income, and capital taxes and social security contributions in order to recover consumption and investment. As consumption and investment recovers, capital and employment markets adjust and return to their steady state levels and so do government spending, inflation, public debt, and real output.
FDI in Bogota
Suppose there is a 10% increase in FDI in the region of Bogota. The IRFs are shown by red lines in figures 2, 3, and 4. Right after the shock, real output goes down as a result of the contraction of the stocks of capital in both regions but the effect on Bogota is larger. Employment rises in Bogota which pushes wages up reducing employment in ROC. Consumption and government spending fall induced by the real output contraction reducing the price level as well and causing an appreciation of the domestic currency. The domestic real interest rate rises causing a fall in investment. However, the Banco de la Republica reacts by increasing domestic credit and lowering the domestic interest rate stimulating investment, increasing inflation, and rising real output. Final results indicate that macroeconomic variables return to steady state values. At this point, it is important to mention that there are two accelerating effects working simultaneously but reduce real output. On one side, the fiscal accelerator, FDI induces an increase in real output but reduces taxes and public debt. This reduces government spending causing a further reduction in real output. On the other side there is a monetary accelerator. The increase in FDI rises real GDP which induces an increase in the price level but rises the domestic interest rate, affecting negatively investment and, as a result, real output. The 10% increase in FDI in the rest of the country produces an increase in real output caused by the increase in the capital stocks of both regions but real GDP in the ROC rises more than Bogota GDP. Salaries tend to increase in the ROC but in Bogota wages might fall. Consumption and investment rise as a result of the acceleration principle and the slight reduction of the domestic interest rate, which creates an upward pressure on the price level and an appreciation of the domestic currency. As the economy improves, taxes are lowered which reduces total collection. Then, the Banco de la Republica reacts increasing domestic credit which lowers the interest rate inducing an increase in investment, government spending, and real output.
The fiscal and monetary accelerators in this particular case provoke an increase in aggregate real GDP. Through the fiscal accelerator, the increase in FDI rises real output, reduces tax collections and increases the government debt. These funds serve to increase government spending, which further rises real output. With respect to the monetary accelerator, the increase in FDI, and as a result real GDP, causes inflation to augment. Then, the Banco de la Republica reacts reducing the domestic interest rate, provoking an investment increase, and, as a result, a higher real GDP. ijef.ccsenet.org
International Journal of Economics and Finance Vol. 11, No. 8; 2019 4.3.4 Shocks Decomposition Figure 5 ahead shows the variance decomposition of real GDP growth rate. Shocks were grouped in categories: fiscal (taxes and government spending), foreign (interest rate, prices and GDP), monetary, productivity, and so on. As we can see, with the exception of years 2003, 2009, 2011, and 2017 , output variability is explained in most cases by FDI shocks occurring in Bogota or the ROC. FDI shocks to Bogota tend to explain a larger output variability than do FDI shocks to the ROC, particularly in 2004 ROC, particularly in , 2007 ROC, particularly in -2008 ROC, particularly in , 2010 ROC, particularly in , and 2013 . FDI shocks to the ROC dominate during 2005 and 2012. Other shocks that were also important and affected output variability were related to monetary policy in 2007, 2011, and 2014; foreign shocks in 2009, 2011, 2014, and 2015; and fiscal shocks in 2009, 2011, and 2014; and, finally, productivity shocks in 2006 and 2007 . Consumer and labor shocks were the least important shocks and do not significantly explain output growth variability at any specific year or period. 
Conclusions
Since early 1990s and after having decided to implement a series of fiscal, monetary, and market reforms and to open the economy to the rest of the world, Colombia, although with small swings, has been growing and becoming an important actor in Latin America. In fact, the creation of the Pacific Alliance and the different free trade agreements signed up until now are proofs of such assertion. Besides, the participation of FDI has increased in an important way when compared to the early years of the 1990s. However, there are no contributions in the literature that studies the effects that FDI may have on the Colombian economy. There are several DSGE models developed by the central bank of Colombia focusing on fiscal analysis but not on FDI. In order to fill the gap in the literature, we have built a DSGE model that considers important features of the Colombian economy, for instance that more than 25% of its GDP is produced in Bogota. Thus, this will allow us to study the regional microeconomic effects that FDI will have on the two regions that have been considered in our model: Bogota and the rest of the country. We have also assumed that production takes place in both regions and that there are final and intermediate firms. Besides, we have assumed three types of households: Ricardian, Non-Ricardian and non-pensioned and Non-Ricardian-Pensioned, where Ricardian agents exhibit habit formation. Finally, we have also built a foreign sector that set foreign prices for our exports and inputs. This is somewhat medium to large scale model, but it is well fitted to the Colombian economy and consequently the simulated results are important contributions to the understanding of the impacts of FDI.
Empirical results show that the way FDI enters the economy might produce asymmetric results. FDI long run response of real output, inflation, employment, interest rates, and exchange rate tend to return to their steady ijef.ccsenet.org
International Journal of Economics and Finance Vol. 11, No. 8; 2019 states after 4 to 6 years, independently from the regions where FDI first took place. However, the short run responses to shocks of FDI in Bogota, in the rest of the country, or in the entire country (even distribution of FDI thoughout the country) are asymmetric. This has important implications for economic policy. We have shown that that FDI in the ROC might induce important microeconomic adjustments in labor, capital and goods markets throughout the country, increasing not only the ROC real GDP but also Bogota. As a result, public policy can be directed to specific regions and sectors of the country besides Bogota. The development of physical infrastructure, applying differentiated regional fiscal instruments, and strenghtening political institutions may attract foreign investors that will surely bring their capital to these regions. At the same time, the government might promote innovation and business aspirations to estimulate small and medium size enterprises with domestic capital. Consequently, employment and labor mobility would improve, labor markets will grow and develop, income distribution will improve, and welfare surely will rise.
